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The California Cable Television Association ("CCTA")

supports the joint petition by the Consumer Federation

Association ("CFA") and the National Cable Television Association

("NCTA") for the FCC to begin a rulemaking to establish cost

allocation rules for video dialtone service, and for the

establishment of a Federal/State Joint Board to recommend

procedures for separating the cost of local telephone company

plant that is used jointly to provide telephone service and video

dialtone.

The CFA/NCTA petition contains many examples in the pending

video dialtone applications before the FCC that would, if

granted, force basic telephone ratepayers to bear the cost of

millions of dollars of fiber optic lines that are planned to be

installed for video services. CFA/NCTA demonstrates that any

safeguards that are developed on a case by case basis cannot

adequately address the much broader problems that will occur any



time a telephone company attempts to enter the area of video

distribution.

The most funda.ental question to be answered is the proper

allocation of costs between video and telephone service. CCTA

has raised this issue before the FCC in numerous contexts,

pointing to California examples. It has filed comments

addressing this point on the still-pending petitions for

reconsideration of the FCC's video dialtone order. 1/ CCTA has

also filed comments addressing these issues on the still-pending

remand of the waiver granted in 1989 that allowed GTE to provide

video service on a "experimental" basis in Cerritos,

California. 2/

The critical nature of the issue of proper cost allocation

between video, voice and data services was also dramatically

posed by the request filed in February, 1990 by Contel proposing

to construct a combined telephone system and two 72-channel cable

television systems over one six-strand fiber cable in Rancho Las

Flores, california, a planned new community.3/ This

1/ See Comments of the California Cable Television
Association In Opposition To Petitions For reconsideration Of
Pacific Bell and GTE, CC Docket No. 87-266, filed November 12,
1992.

2/ See Comments of California Cable Television
Association, In re: General Telephone Company of california,
File Nos. WPC-5927, -6250, filed July 14, 1992.

3/ Contel of California. Inc., File No. W-P-C-6575 (filed
February 17, 1990), Public Notice DA 90-406, March 12, 1990.
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application, as was detailed in the opposing comments that were

filed by several Parti.s, dramatically demonstrated the potential

for cross-subsidy of the cable television service by telephone

ratepayers.

Cross-subsidy was apparent in Contel's proposal to allocate

50 percent of the cost of the system to telephone ratepayers and

50 percent to cable television users. This allocation was

totally arbitrary, without any justification in Contel's

application. If the allocation had been based on bandwidth, the

cable signals carried would have utilized 216,000 times the

bandwidth of the telephone signals. If average use were the

basis, the ratio in the Contel proposal would still have been

over 20 to 1.

The cost allocation issue has also been raised at both the

federal level and before the California PUC concerning Pacific

Bell's request in the mid-1980s for authorization to construct a

"leaseback" video transport cable system for an independent cable

operator in Palo Alto, California, which was challenged by

century Federal, a competitor of the operator leasing the Pacific

Bell facility. Century Federal asserted that Pacific Bell would

be offering the facility to the competitor at an uneconomic rate.

The Common Carrier Bureau Order that resulted from the

Section 214 process required:
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" ••• Pacific to maintain separate books of account for
its broadband channel service to assure that any cross­
subsidization will be apparent. H41

The section 214 process was used to establish this separate

safeguard and provide the FCC an audit trail. sl

After the project was completed, CCTA received information

that the construction costs for this project had in fact vastly

exceeded Pacific Bell's estimate. 61 Pacific Bell never

increased its tariff rates. Thus, even though in theory the

Section 214 process had established a "safeguard," Pacific Bell's

conduct still injured competitors.

The FCC ultimately conducted an audit of the leaseback

project in connection with Pacific Bell's sale of the facilities,

and prepared an internal report, which has never been released

despite CCTA's many requests. 7/ It is CCTA's understanding

4/ Memorandum opinion and Order, 60 RR 2d 1175, 1180 , 17
(1986), recon. denied, Memorandum Opinion and Order, 2 FCC Red
265 (1987), affirmed Century Federal, Inc. y. FCC, 486 F. 2d
1479, 1481 (D.C. Cir. 1988).

5/ Pacific Bell ultimately violated the Bureau's
conditions, providing service for five months after the leasing
cable operator defaulted on making tariff service paYments, in
violation of Pacific Bell's own tariff, the cross-ownership
rules, and the Order authorizing the project, creating a creditor
relationship beyond the normal carrier/customer relationship.
Pacific Bell, 6 FCC Red 688 (January 22, 1991).

6/ See CCTA's February 3, 1992 Comments in CC Docket No.
87-266 at 9-13.
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that underpricing was in fact found by the Bureau, and so.. form

of corrective cOIUIission action was initiated. This, however,

has not been ..de pUblic, which has led to significant harm to

California ratepayers, as demonstrated below.

Subsequently, in connection with ongoing proceedings before

the California Public utilities Commission, CCTA has discovered

that Pacific Bell, despite very clear directives from the FCC,

has flaunted the FCC order that it segregate all Palo Alto

expenses from telephone ratepayer accounts. During hearings on

depreciation rates before the CPUC, Pacific Bell sought to

include the sale of the Palo Alto cable TV plant as an adjustment

to its calculation of net salvage for its exchange metallic

accounts. Attached as Exhibit A is a transcript of a hearing in

January, 1993 before the CPUC in which Pacific Bell's Director of

capital and EXPense Assurance, Terry Orr, admitted this fact.

CCTA in a SUbsequent filing has asked the CPUC to send a

clear message to Pacific Bell that the CPUC will not tolerate

attempts to subvert FCC orders on allocation of video service

costs in depreciation cases under the CPUC's jurisdiction. CCTA

has requested that the CPUC exclude the sale of the Palo Alto

cable TV facilities from Pacific's net salvage calculations in

5



settinq the appropriate depreciation rates for the accounts at

issue. 8f

This example illustrates that the issue of the proper

allocation of the costs of video service by telephone companies

is of interest and importance not only at the federal level, but

also at the state pUblic utilities commission level.
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offered. The proper resolution of this issue would be assisted

by the immediate establishment of a Joint Board to resolve such

questions.

Respectfully submitted,
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EXHIBIT A

Testimony Of Terry Orr,

Pacific Bell Director, capital And Expense Assurance

In

Hearing On Application No. 92-06-042

Before The California Public utilities commission

Transcript p. 40

January 6, 1993
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1 Q In your rebuttal testimony, Exhibit 7, page

2 10 and 11, you explain, regarding salvage value, that

3 there was an unusual or unique one-time event, that

" is, the single sale of plant, that impacted the

5 salvage value. Did that impact two accounts?

6 A It impacted the aerial and the buried and

7 underground; it impacted all three accounts.

8 Q Can you identify the sale that took place or

9 the approximate magnitude?

10 A It was a sale involving assets of a trial in

11 Palo Alto on a cable TV trial where we sold the assets

12 to the City of Palo Alto.

13 ALJ GALVIN: Any redirect?

14 MR. BALLO: May we have a moment, your Honor?

15 ALJ GALVIN: Off the record.

16 (Off the record)

17 ALJ GALVIN: On the record.

18 REDIRECT EXAMINATION

19 BY MR. BALLO:

20 Q Mr. Orr, is it your opinion that Pacific

21 Bell's customers are demanding more digital and

22 broadband services from Pacific Bell?

23 A Absolutely.

24 Q What do you base that opinion on?

25 A The services that we currently offer that

26 ~rovide those digital services are being purchased by

27 ~ustomers and they're being purchased in greater

28
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